This paper analyses the casual relationship between corporate culture and shareholder value using a sample of large banks in the French, German, Italian and U.K. banking systems over the 2000 to 2003 period. Firstly, we measure shareholder value using an Economic Value Added estimated through a procedure tailored to account for banking peculiarities. Secondly, we measure corporate culture using language as its particular artifact and developing a cultural survey based on the application of a text-analysis model to a corpus of reference texts produced by the sample of banks. We posit six hypotheses regarding the relationship between corporate culture and bank profits and shareholder value. Our results noticeably show that bank profits and shareholder value benefit from different orientations of banking corporate culture. A number of studies (Beccalli, Casu, Girardone, 2006; Fernández, Gascón, González, 2002; Eisenbeis, Ferrier, Kwan, 1999; Chu, Lim, 1998) Following Schein (1985) , the corporate culture is defined as a set of shared norms and values expressed in terms of common language, shared coding procedures and shared knowledge. The hypothesis that corporate culture is a predictor of firm performance, allowing organizations to adapt to environment's constantly changing conditions, is investigated by different studies such as Barney (1986), Siehl and 1 Studies analysing shareholder value usually focus on the development and comparison of new performance measures (O'Hanlon, Peasnell 1998; Garvey, Milbourn, 2000; Fernández 2002) , the assessment of the value-relevance of different company items such performance measures, accounting information, etc. (Barth, Beaver, 2001; Holthausen, Watts, 2001) , the modelling the link between market value and accounting values (Ohlson, 1995; Felthman, Ohlson, 1995; Morel, 1999; Dechow, Hutton, Sloan, 1999 Despite the importance of the link between corporate culture and bank performance, there is a small number of studies investigating this relationship in banking and most of them focus on cross cultural management and/or emerging markets (Davis, 2004; Moussetis, Rahma, Nakos, 2005) . This paper presents a novel insight since it is the first one (as far as we know) to focus on shareholder value and assume (and empirically investigate) that bank profitability and shareholder value may have a different link with different corporate culture orientations. In detail, our study introduces a new instrument for assessing corporate culture since corporate cultural orientation in European commercial banking is measured using three different dimensions 2 according to a possible orientation towards results (labelled as result-oriented culture), the own power development (labelled as power-oriented culture) or the human aspect (labelled as human-oriented culture). For each of these three sets of corporate culture estimates, we measure the ability to explain variations in bank profitability and shareholder value, respectively.
I TRODUCTIO
This paper empirically investigates the relationship between bank performance and corporate culture in European banking using a sample of quoted banks over the 2001 to 2003 period. There is a substantial literature dealing with bank performance and shareholder value 1 , but only few studies attempted to see to an empirical analysis of the relationship with business conditions that may lead to the creation of shareholder value.
A number of studies (Beccalli, Casu, Girardone, 2006; Fernández, Gascón, González, 2002; Eisenbeis, Ferrier, Kwan, 1999; Chu, Lim, 1998) have sought to link measures of bank productive efficiency to stock returns, generally finding a positive relationship. However these studies do not really tell us much about the determinants of shareholder value creation as cost of capital considerations are, typically, ignored. A second shareholder value determinant is customer satisfaction: the link between customer satisfaction and shareholder value creation has also been identified in the theoretical literature (Bauer, Hammerschimidt, 2005) and empirically investigated with respect to non-financial companies (Van der Wiele, Boselie, Hesselink, 2001) yet only one study (Loveman, 1998) provides evidence about how employee satisfaction and customer loyalty positively influence bank performance (using data from branches of a large U.S. regional bank). Others have investigated the relationship between operational risk and bank stock price reactions (Cummings, Lewis, Wei., 2004) and the role played by corporate risk management in the shareholder value creation process (Bartram, 2000 and . Overall, however, it can be seen that the extant empirical literature on the determinants of shareholder value creation in banking is somewhat esoteric and limited.
Following Schein (1985) , the corporate culture is defined as a set of shared norms and values expressed in terms of common language, shared coding procedures and shared knowledge. The hypothesis that corporate culture is a predictor of firm performance, allowing organizations to adapt to environment's constantly changing conditions, is investigated by different studies such as Barney (1986) , Siehl and 1 Studies analysing shareholder value usually focus on the development and comparison of new performance measures (O'Hanlon, Peasnell 1998; Garvey, Milbourn, 2000; Fernández 2002) , the assessment of the value-relevance of different company items such performance measures, accounting information, etc. (Barth, Beaver, 2001; Holthausen, Watts, 2001) , the modelling the link between market value and accounting values (Ohlson, 1995; Felthman, Ohlson, 1995; Morel, 1999; Dechow, Hutton, Sloan, 1999; Lo, Lys 2000; Ahmed, Morton, Schaefer, 2000; Liu, Ohlson 2000; Biddle, Chen, Zhang, 2001; Ota 2002) . Martin (1990) , Gordon and Di Tomaso (1992) , Alvesson (1993) , O'Reilly and Chatman, (1996) ; Wilderom, Van den Berg (2000) ; Sorensen (2002) ; Van den Steen (2004) .
Despite the importance of the link between corporate culture and bank performance, there is a small number of studies investigating this relationship in banking and most of them focus on cross cultural management and/or emerging markets (Davis, 2004; Moussetis, Rahma, Nakos, 2005) . This paper presents a novel insight since it is the first one (as far as we know) to focus on shareholder value and assume (and empirically investigate) that bank profitability and shareholder value may have a different link with different corporate culture orientations. In detail, our study introduces a new instrument for assessing corporate culture since corporate cultural orientation in European commercial banking is measured using three different dimensions 2 according to a possible orientation towards results (labelled as result-oriented culture), the own power development (labelled as power-oriented culture) or the human aspect (labelled as human-oriented culture). For each of these three sets of corporate culture estimates, we measure the ability to explain variations in bank profitability and shareholder value, respectively.
3 In order to ensure a greater comparability of results, these culture dimensions are consistent with those used in other studies (Hofstede, 1980; Hofstede, Neuijen, Ohayv, Sanders, 1990; Denison, Mishra, 1995; Wilderom, Van den Berg, 2000; Carretta, Farina, Schwizer, 2005) .
THE RELATIO SHIP BETWEE SHAREHOLDER VALUE A D CORPORATE CULTURE
Corporate culture can be viewed as the set of values and decisions that represent the manner in which individuals perform their activities within the organization, and define which behaviours may be considered appropriate (Schein 1985) .
Speaking about the "organizational capital" of firms, Kaplan, Norton (2004) examine culture as the first of its four components; other components considered are leadership, alignment, and teamwork.
Hansen, Wernerfelt (1989) highlight how organizational factors explain about twice as much variance in profit rates as economic factors, concluding in their study that the intangible attributes of firms are crucial for their performance.
If it is true that a firm's growth and value creation are a matter of its broad organisational features and routines, unique to that firm, then corporate culture allows it to adapt to environment's constantly changing conditions.
The idea that culture is a predictor of a firm performance and overall value is emerged in response to the need to understand more a firm's dynamics than can be explained through financial measures alone, and is investigated by different studies following different perspectives (Burns, Stalker, 1961; Lawrence, Lorsch, 1967) . In fact, while a few scholars consider attempts to measure corporate culture and its effects on firm performance as being highly problematic (Alvesson, 1993; Siehl, Martin, 1990) , other studies view culture as a measurable characteristic with some effects in terms of organizational behaviour and processes (Barney 1986; Gordon, Di Tomaso,1992; O'Reilly, Chatman, 1996; Wilderom, Van den Berg, 2000; Sorensen, 2002; Van den Steen, 2004) .
According to Burns, Stalker (1961) and Lawrence, Lorsch (1967) , the linkage between corporate culture and firm performance could be the expression of a contingency approach: firms that display a fit between culture and strategy are likely to attain improved performances.
Based on this assumption good strategies may not be a sufficient condition for achieving good results:
both strategies and their correct implementation are necessary. In fact, implementation requires organizational behaviours that are functional with respect to a firm's goals and its adaptability to environmental changes.
Kotter, Heskett (1992) argue that a firm culture should be consistent with its strategies in order to enhance its adaptability to external changes and constantly discover critical factors for competition. Furthermore, Quinn, McGrath (1985) argue that one could get to an improved definition of a firm goals and performance through a fit between culture and pursued strategies.
In consequence thereof, corporate culture could be a source of competitive advantage mainly if environment is characterized by high competition, and the ability to formulate and to implement strategies is very important (Burt, Gabbay, Holt, Moran, 1994) .
Consistently with these assumptions, Sorensen (2002) argues that the link between culture and performance depends on the ability to affect organizational learning in response to internal and external changes. In fact, he observes that, in stable environments, firms with a strong culture have a less variable performance. However, the relationship between what he defines strong culture and performance in a competitive environment is less evident. This phenomenon could be due to the consideration that, sometimes, a strong culture is an obstacle to organizational changes owing to a limited ability to renew its contents. Besides, this is consistent with Schein (1985) , when he says that corporate culture may (or may not) enhance the acquisition of new values and norms required by changed competitive contexts, and with Hodgson (1996) , when he says that culture supplies the basis for the development of new competencies.
Generally, when changes occur, firms still use cognitive models already in their possession in order to respond to new rules of competition but, in many cases, these models could prove inadequate.
Moreover, due to previous considerations, it has been observed that strong cultures determine a good performance only in the short run, while in the longer run the performance of non-changing cultures becomes negative (Denison, 1990 ).
According to this evidence, corporate culture may only be defined strong if, due to its flexibility and adaptability to changes, it generates superior performance even in the longer run (Kotter, Heskett, 1992) .
In strong cultures, norms and values are extremely widespread within the organization and their consequences may be summarized as follows (Gordon, Di Tomaso, 1992; Kotter, Heskett, 1992; O'Reilly, Chatman, 1996) : 1) enhanced coordination and control of resources within firms;
2) improved goal alignment between a firm and its members;
3) increased individual efforts and motivation.
In general, with reference to the improved coordination and control of resources within firms and the goal alignment between a firm and its members, culture could enhance coordination and decision-making processes through its capacity to influence organizational mechanisms.
Following this perspective, Gordon, Di Tomaso (1992) argue that different performance levels in financial intermediation could be explained by different forms of organizational cultures and the combination of different key characteristics of culture.
Peters, Waterman (1982) , studying the more frequent characteristics of successful firms, find that sharing basic values is a condition for performance improvement as it implies less coordination efforts.
Wilkin, Ouchi (1983) argue that the presence of "clans" and a considerable involvement of individuals in the performance of different tasks could be at the root of superior results compared with bureaucratic and power-based organizations.
Even Denison (1990) observes that the development of shared cooperative values within an organization could improve a firm return on investments and, in general, the corporate performance.
These effects of culture can be explained in terms of minimization of transaction costs and of maximization of individual motivations that result from sharing strong values and norms. Moreover, culture can be considered an informal control tool, based on social mechanisms (Berger, Luckmann, 1967) . While formal control requires behavioural rules, codified procedures, and organizational routines, informal control is based on the observance of some type of norms and values, and for this is the reason why it is considered less expensive and more effective (Van Maanen, 1991) .
Corporate culture could increase the effectiveness of the allocation of firm resources owing to a few key elements that succeeds in addressing individual efforts towards common goals (Carretta, 2001 ).
In short, Van den Steen (2004) observes that cooperative culture entails: i) increasing delegation mechanisms; ii) improving control mechanisms; iii) improving coordination mechanisms.
Moreover, with reference to increased individual efforts and motivation, it should be specified that the same culture could have different meanings for different people and, at the same time, it could generate commitment and efforts but also resistance and opposition to changes, with negative repercussions on performance (Weick, 1995) .
In view of the above, it is important to analyze the type of involvement that derives from culture within an organization. On the one hand, there is a formalized involvement that, resorting to formal rules and mechanisms, is unable to reflect collective values. On the other, there is a spontaneous involvement that, based on shared norms and rules, is the real expression of the corporate culture.
Another perspective, founded on the resource-based view of firms, considers the indirect linkage between culture and firm performance (Wilderom, Van den Berg, 2000) .
Surveying the personnel of 58 local banking firms owned by one of the largest financial institutions in the Netherlands, they find that leadership is one of the elements that, influenced by culture, could explain performance.
Even Pennings, Lee, van Witteloostuijn (1998) argue that a firm culture is indirectly related to the firm performance and assume the existence of a relationship between human and social capital and differences in performance. Siehl, Martin (1990) suggest that culture might affect financial performance through such variables as productivity, quality control, turnover or absenteeism and, implicitly, they recognize that culture does not provide a direct explanation of performance.
As regards this subject, Pettigrew (1979) observes that culture is a component of a much more complex system of relationships that views human agents playing a key role in the explanation of a firm performance.
However, the development of a real theory on the effects of culture is hindered by different problems: todate, the literature lacks a generally accepted definition of culture, and the want of commonly accepted corporate culture measurement methodologies makes it hard to study its linkages with a firm performance.
In this sense, Van den Steen (2004) argues that it could be a superior performance that generates cohesion around a homogeneous cultural context rather than the other way around.
Moreover, studying the effects of corporate culture, Barney (1986) argues that forms of linkages with performance may only be possible if culture is rare, imperfectly imitable, non-substitutable and valuable.
The main limit implicit in these conditions is that they are very difficult to operationalize.
Aware of these limits, we focus on a few dimensions that reflect special attitudes of corporate culture:
power orientation (Hofstede, 1980; Denison, Mishra, 1995; Carretta, Farina, Schwizer, 2005) ; result orientation (Hofstede, Neuijen, Ohayv, Sanders, 1990) and human resource orientation (Wilderom, Van den Berg, 2000) . Power-orientation in corporate culture pertains to the modalities of the organization, in terms of propensity to share and cooperate, or in terms of importance of the hierarchy and according to individualistic criteria (Harrison, 1975) . The result-orientation represents the relevance attached by the organization to the achievement of results. The human-orientation views the human resource contents as an explicit part of the organizational culture construct (Quinn, 1988; Gordon, Di Tomaso, 1992) .
Moreover, this analysis refers the concept of culture to some important aspects of the banking industry.
Consistently with Carretta, Farina, Schwizer (2005) and Martin (1992), a few aspects and themes of a firm, such as human resources policies, existing competences, ways to tackle competition, risk, disclosure and innovation, are related to a firm performance. We define each one of these representative concepts as a "key concept", and our study of corporate culture is based on them.
In assessing the relationship between corporate culture and bank performance, we measure bank performance by focusing on both profitability and shareholder value. We expect shareholder value creation or profit making to be fostered by a different corporate culture orientation. The shareholder value creation requires that the opportunity cost of invested capital be taken into consideration in any management decision, while profit may be made regardless of the risk involved in the bank activity. For example, banks may increase their profits by increasing the risk of their activities (e.g. providing poor quality loans or having a more aggressive security trading approach), while value-oriented banks would be concerned with the higher risk involved in these operations since shareholders may require a higher return so that the overall result may be a shareholder value destruction.
The power-oriented corporate culture is based on hierarchy and individualistic criteria. A high level of corporate power orientation means the absence of shared cooperative values (Wilderom, Van den Berg, 2000) and involvement within an organization and is expected to be negatively related to bank profits and shareholder value. The result-oriented corporate culture represents the relevance attached by the organization to the attainment of results. In this case, an out-and-out result orientation is assumed to be positively related to bank profits, while it may be unrelated to shareholder value since a result-oriented corporate culture may lead managers to increase revenues regardless of the risks involved in the bank activities. The human-oriented corporate culture considers human resources as a fundamental part of the organizational culture construct (Quinn, 1988; Gordon, Di Tomaso, 1992) . According to this culture orientation, Pettigrew (1979) argues that human agents are central in achieving high performance and, therefore, we expect the human resources of a bank to play a key role in achieving performance. This orientation is assumed to be positively related to bank profits and, especially, to shareholder value creation.
Based on our theoretical assumptions, we investigate empirically the following hypotheses:
• Hypothesis 1 (H 1 ): There is a negative link between power-orientated bank corporate culture and profits.
• Hypothesis 2 (H 2 ): There is a positive link between result-orientated bank corporate culture and profits.
• Hypothesis 3 (H 3 ): There is a negative link between human-orientated bank corporate culture and profits.
• Hypothesis 4 (H 4 ): There is a negative link between power-orientated bank corporate culture and shareholder value.
• Hypothesis 5 (H 5 ): There is a weakly positive link between result-orientated bank corporate culture and shareholder value.
• Hypothesis 6 (H 6 ): There is a negative link between human-orientated bank corporate culture and shareholder value.
METHODOLOGY
This section describes the methodological approaches used in this paper. Firstly, it illustrates how we measure corporate culture, secondly, it explains how we measure bank's profits and the shareholder value created over a period and, finally, it debates the model for linking bank performance and culture.
Measuring a bank corporate culture
Corporate culture is measured focusing on language as its special artefact and carrying out a cultural survey based on the application of a text-analysis model in order to obtain its profiles and orientations.
The study of corporate culture through language is a relatively new approach in economic literature that, originating from cultural anthropology -the study of human behaviours based on the interpretation of symbols and artefacts -, has never been applied in the case financial institutions. Language may be considered a peculiar symbol and artefact of culture and, in consideration of the linguistic-textual differences when examining diverse cultural contexts, is a useful tool to understand them. Geertz (1973) analyses culture in "semiotic" terms and suggests that it "is not an experimental science in search of laws, but an interpretational science in search of meanings". He asserts the possibility of analysing social phenomena and organizational processes and behaviours by considering them as the symbols and artefacts typical of a cultural system. Schein (1985) identifies language as an artefact of the corporate culture and claims that it is possible to analyse the different cultures through their vocabularies. Wuthnow (1989) claims that some linguistic categories and lexical expressions typical of a certain context allow the analysis of different corporate cultures, because their definition is closely related to the vocabulary developed inside them.
Lastly, DiMaggio (1997 and considers language the result of both social interaction and individual cognition. He maintains that, through the empirical analysis of written texts, it is possible to determine the cultural aspects of a language. This means that when the members of an organization use a term drawn from the vocabulary of their organization, what they are really doing is making reference to an individual cognitive representation transformed into organizational behaviours shared by and common to the organization to which they belong (Rosa, Porac, 2002) . As regards the role of vocabularies (Berger, Luckmann, 1967) of linguistic categories, it is further specified that -although in certain contexts it is (theoretically) possible to develop cultural categories even without a language -vocabularies play a very important role in their development and sharing (Levinson, 2003) .
All this implies that the analysis of culture is closely connected with the analysis of the type of vocabulary used by the members of an organization, a vocabulary that is used in all the forms of communication, be they oral or written, produced internally by that organization. Therefore, the distinctive characteristics of every organization are reflected in the documents it produces, and the language being used may represent a key for their interpretation.
In other words, if the organization leaves traces of its particular characteristics in the documents it produces, then it is possible to resort to text analysis to observe and "measure" these traces and determine their cultural implications.
Based on this assumption, various surveys have been carried out in literature aimed at gaining an insight into a series of issues concerning corporate culture, including the search for the leadership characteristics within organizations (D'Aveni, MacMillan, 1990) , the determinants of corporate reputation (Fombrun, Shanley 1990) , the measurement of the intensity of orientation to "corporate social responsibility" (Wolfe, 1991) , the classification of the types of organization based on the existence and intensity of certain cultural values (Kabanoff, Holt, 1996) . These studies share two objectives: i) to provide representations of the contents of the corpus of texts; ii) to extract information, i.e. several properties, from the corpus of texts through quantity-based measurements.
Compared with previous studies, this paper focuses on an evolutionary aspect of text analysis, concerning standardization in the treatment of data, combined with the use of standard vocabularies. This allows a greater comparability of the output of the various studies, enabling us to refine the methodology of analysis even further. The analysis model includes the definition of several key concepts that are at the root of the development of a bank culture (Carretta, 2001 ).
The study of corporate culture, in terms of power orientation, result orientation and human resource orientation, is based on linguistic categories drawn from the Harvard IV Psychosocial Dictionary (Zuell, Weber, Mohler, 1989 ) and the Lasswell Value Dictionary (Lasswell, Namenwirth, 1969) . The different intensity of these categories, expressed in terms of "orientations", characterizes each concept and allows us to compare the corporate culture with various benchmark contexts.
For the text analysis, we used the Wordsmith 4 software developed by the Oxford University (Scott 1999) and the empirical assessment has been phased out as follows (figure 1):
• definition of the sample of banks to be analysed and selection of the corpus to be analysed;
• analysis of the context "occurrences", in respect of the key concepts of the culture of banks (this analysis allows to obtain of lists of words making up a text, accompanied by the number of times in which they occur);
• comparison of the context occurrences and the language categories extracted from the Harvard IV Psycho -Social Dictionary and the Lasswell Value Dictionary;
• determination of the predominant cultural orientation and of the relevant intensity.
<<< INSERT FIGURE 1 >>>
Shareholder value
We measured the shareholder value created by European banks using the Economic Value Added (EVA) measure, EVA expresses the surplus value created by a company in a given period, i.e. the firm profit net of the cost of capital. This measure is computed as the product of the difference between the return on invested capital (ROIC) and its composite financing cost (i.e. cost of capital -CC) and the capital invested (CI) at the beginning of the period (t-1).
(1) EVA t-1,t = NOPAT t-1,t -(CI t-1 * CC t-1,t )
In order to move the book values closer to their economic values, various accounting adjustments are made. The first adjustment is standard for all kind of companies and relates to Research and Development (R&D) costs and training costs: these expenses are designed to generate future growth and, therefore, represent intangible investments. Current assets do not benefit from these expenses and it would be incorrect to reduce operating income by the amount of these expenses. However, accounting standards require companies to treat all outlays for R&D as operating expenses in their income statement. As a result, this accounting distortion can be corrected by: (a) adding back these expenses in calculating NOPAT; (b) capitalising all R&D expenses and training costs in capital invested; (c) amortising these capitalised expenses over an appropriate period: for example, according to Stern Stewart's statistics 3 , five years is the average useful life of R&D expenses. Hence, investments in intangibles are treated in the same manner as investments in tangible assets.
Even the second adjustment is standard for all kind of companies and relates to operating lease expenses.
These costs are usually considered as operating costs in companies' cost-income statement. However, operating leases are disguised financial expenses since companies acquire a productive asset (and, therefore, finance their future production) by paying periodic rent (i.e. operating lease expenses). In order to face this conservative accounting practise, it seems advisable to: (d) capitalise any operating lease expense in calculating NOPAT; (e) treat the present value of expected lease commitments over time as capital invested in the firm; (f) amortise these capitalised expenses over an appropriate period 4 .
The other adjustments account for banking peculiarities and therefore apply specifically to banks 5 . The third adjustment concerns loan loss provisions and loan loss reserves. The loan loss reserve is a reserve conceived to cover any future loan losses; this is the reason why it should be equal to the net present value of all future loan losses. In any single period, this reserve is reduced by net charge-offs (i.e. the current period losses due to credit risk) and replenished by loan loss provisions (i.e. the provision made in the current period to adjust the reserves both for pre-existing loans and for estimated future loan losses related to newly originated loans). This convention is certainly commendable from a management perspective since it implies that all loan losses are pre-funded out of current earnings. However, loan loss provisions are commonly used to manage earnings: if a bank achieves high operating returns, bank managers tend to overestimate this provision, while they tend to underestimate it if operating earnings are poor. This accounting practice introduces an important distortion in the bank performance analysis since it smoothes earnings. Business is risky, and the volatility of profits is a manifestation of this risk: for purposes of economic performance evaluation, smoothing earnings is inappropriate. In order to face this conservative accounting practise, it seems advisable to: (g) add back loan loss provisions and deduct the net charge-offs in calculating NOPAT; (h) capitalise the net loan loss reserve as capital invested. These adjustments are intended to limit the opportunities open to management of smoothing accounting profits.
The fourth adjustment regards taxes. Many banks show significant and persistent differences between book tax provisions and cash tax payments. Since these differences are quasi-permanent, deferred taxes should be considered capital and, similarly to loan loss provisions, taxes should be considered current period expenses for purposes of economic performance evaluation. This accounting conservatism can be faced by: (i) adding back loan book tax provisions and deducting the cash operating tax; (j) capitalising the deferred tax credits (net of the deferred tax debits) as capital invested. Similarly to the adjustments for loan loss provisions, taxation adjustments are intended to limit the opportunities open to management of smoothing accounting profits
The fifth adjustment concerns restructuring charges. Over the last decade, many banks have carried out restructuring plans in order to improve their operating efficiency. To the extent that such restructuring charges represent disinvestments, these costs should be treated as a capital reduction rather than costs (and therefore reduce NOPAT). Data availability limitations do not allow us to evaluate the extent of real disinvestments due to restructuring charges; these costs are omitted when adjusting NOPAT and capital invested.
The sixth adjustment concerns the general risk reserve of banks. This adjustment aims to correct the distortions resulting from the "general risk reserve", a standard feature in Italian banking. This provision is a reserve that covers future generic loan-losses of a bank: in any single period, this reserve is reduced by net charge-offs (i.e. the current period losses) and replenished by general risk provisions (i.e. the provision made in the current period to adjust the reserve according to the bank risks). Similarly to the loan loss reserve, this convention is certainly commendable from a management prospective, but it is used in an opportunistic manner. This accounting practice introduces an important distortion in the bank performance analysis since it smoothes earnings. In order to face this conservative accounting practice, it seems advisable to: (k) add back general risk provisions and deduct the net charge-offs in calculating NOPAT; (l) capitalise the general risk reserve as capital invested. These adjustments aim at limiting the opportunities open to management of smoothing accounting profits.
As for the definition of capital invested, this cannot be not measured using total assets (as for a nonfinancial company) and, consequently, the cost of invested capital is not estimated as Weighted Average
Cost of Capital (WACC). While this solution is certainly accurate for non-banking companies, this procedure would be misleading for commercial banks. Since financial intermediation is the core business for banks, debts should be considered as a productive input in banking rather than a financing source (as for other companies). Hence, interest expenses represent the cost for acquiring this input and, consequently, should be considered as an operating cost rather than a financial cost (as for other companies). As a result, if the capital charge is calculated following a standard procedure (i.e. applying WACC on total assets), EVA will be biased since it will double count the charge on debt. Hence, the charge on debt should be firstly subtracted from NOPAT (the capital charge is calculated on the overall capital -i.e. equity and debt -invested in the bank and, consequently, it includes the charge on debt) and, secondly, it should be subtracted from operating proceeds in calculating NOPAT: interest expenses (i.e.
the charge on debt capital) are in fact subtracted from operating revenues. In the case of banks, it seems reasonable to calculate the capital invested (and, consequently, the capital charge) focusing on equity capital 6 and measure the capital invested in the bank as the book value of shareholder equity. As for the cost of capital, the capital charge cannot be obtained by applying the bank's WACC on the capital invested because the latter is given by the equity capital and not by the overall capital (debt and equity).
Consequently, a commercial bank's cost of capital invested should be measured by the cost of equity 7 . To support this view, Sironi (1999) identifies four differences (labelled as "the separation principle", "banks as providers of liquidity services", "capital ratios", "off-balance sheet pro") between a bank's cost of capital and that of a non financial company, and observes "with a capital structure exogenously determined by regulators, a marginal cost of debt close to that obtainable from the interbank market, and relatively similar to that of all other major banks, and an array of products that do not need any debt financing, banks should look at their cost of equity capital as a key variable" 8 . 
Model
To assess the relationship between bank corporate culture and bank performance, we examine which of our three bank culture measures (namely, power-orientated culture, result-oriented culture and humanoriented culture) best explains variations in bank profitability and shareholder value created over the study period. We use the following two multivariate regression models estimated using the Full Feasible Generalized Least-Squares (FGLS) 16 approach:
9 See, for example, Damodaran (1999) . 10 Fama and French (2002) propose a different model using dividend and earnings growth rates to measure the expected rate of capital gain and estimate the equity risk premium: this model was labelled Earning growth model. 11 Regarding the U.S. risk premium, the estimation provided by Damodaran (1998) has been adopted: 6.10%. 12 Since one would expect the country equity risk premium to be larger than the country default risk spread, the country equity spread is obtained by adjusting the country bond spreads as follows:
Country Equity Risk Premium = Country Bond Spread x bond equity σ σ Where: 1) the volatility of the equity market (σequity) has been estimated focusing on CAC 40, DAX 30, MIBTEL storico, FTSE 100; 2) the volatility of the bond market (σbond) has been estimated focusing on the French-, Italian-, German-, British-J.P. MORGAN Government Bond return indices. 13 Namely, the French-, Italian-, German-, British-J.P. MORGAN Government Bond return indices. 14 Namely, CAC 40 for France, DAX 30 for Germany, MIBTEL storico for Italy and FTSE100 for UK. 15 Namely: Beta = Regression Beta (0.67) + 1.00 (0.33). 16 We employ the Full Feasible Generalized Least-Squares (FGLS), estimated using the Prais-Winsten estimator, since we observe a first-order autoregressive process in the OLS estimation (see Greene, 1997) . In addition, independent variables do not suffer from scale effects and, consequently, it is not necessary to deflate independent variables. where π i is the variable representing bank profitability over the period t (measured by the ratio of net income and total assets at time t-1 17 ), ψ i is the variable representing shareholder value created over the period t (measured by the ratio of Economic Value Added (EVA bkg ) and capital invested at time t-1 18 ), T i are time effects capturing the effect of period t which is common across individual bank observations, Z is a set of dummy variables capturing country effects (namely, France, Germany, Italy, and the UK), R is the bank net income at time t-1 standardised by total asset at time t-2 for bank i and TA is the bank total assets at time t-1 (these terms are included to control the problem of a self-selection bias, i.e. banks of good performance in the previous year and/or large banks are more likely to invest in projects that aim at improving their performance); C is our measure for the bank's culture and e i,t is the random error term and sub-indices i and t refer to the individual bank and the time period, respectively. Both models 2 and 3 are repeated three times according to the different orientations of a bank corporate culture: namely, poweroriented, result-oriented and human-oriented corporate culture.
The analysis of the estimated regression coefficients in models 2 and 3 enables us to test our hypotheses about the relationship between different attitudes in corporate culture and shareholder value. In detail, the following hypotheses are verified if:
There is a negative link between power-orientated bank corporate culture and profits):
φ is negative and statistically significant.
• H 2 (i.e. There is a positive link between result-orientated bank corporate culture and profits):
φ is positive and statistically significant.
• H 3 (i.e. There is a negative link between human-orientated bank corporate culture and profits):
φ is positive and statistically significant. 17 We lag the capital invested term by one period assuming that it will take at least a year for capital investments to feed through into additional net income. 18 We lag the capital invested term by one period assuming that it will take at least a year for capital investments to feed through into additional EVA.
• H 4 (i.e. There is a negative link between power-orientated bank corporate culture and shareholder value): φ is negative and statistically significant.
• H 5 (i.e. There is a weakly positive link between result-orientated bank corporate culture and shareholder value): φ may be positive and weakly statistically significant.
• H 6 (There is a negative link between human-orientated bank corporate culture and shareholder value): φ is positive and statistically significant.
DATA A D RESULTS
Our data set comprises the largest 35 commercial banks in France, Germany, Italy and the U.K. between
and 2003 with financial information obtained from Bankscope and (to identify quoted banks)
Datastream databases. We focused on large commercial banks since we wanted to concentrate on a homogenous set of comparable banks in Europe in an attempt to reduce biases due to other business conditions. Descriptive statistics of banks in the sample are shown in Table 1 . Table 2 shows the outcome of our investigation of the relationship between bank profitability and corporate culture. According to these results, none of our hypotheses about the relationship between bank profitability and corporate culture is verified: estimated regression coefficients for power-oriented and result-oriented corporate cultures are not statistically significant (even at the 10% confidence level)
showing that there is no statistically significant link between these two culture orientations and bank profits. Not even the third hypothesis is verified; while we expected positive and statistically significant regression coefficients for the human-oriented culture, we find a negative and statistically significant one at the 5% confidence level. The results are at odds with theoretical expectations and, therefore, provide a substantial contribution to the existing literature since they provide evidence of the fact that large European commercial banks cannot influence their profitability by strengthening/weakening their hierarchy and individualistic criteria (i.e. changing their power orientation is not related to profit making) and by strengthening/weakening the relevance attached to the attainment of results (i.e. changing their result orientation). Our finding about a human-oriented corporate culture are even more surprising: while one would expected banks to increase profits by considering their workforce as a fundamental part of the organizational culture construct, we find that bank profitability is negatively influenced by this culture orientation. This result may signify that bank investment in human resources are costly in the short run (reducing the profitability over the same period) and/or profits may be made in other ways than empowering human resources (e.g. by increasing risks in banking activities). In all models, the estimated regression coefficients for net income at time t-1 result positive and statistically significant, showing that the most profitable banks have an advantage in achieving profits in the following year (and that there would be a self-selection bias omitting to consider this variable in the analysis of the relationship between bank profitability and corporate culture). Table 3 shows the outcome of our investigation of the relationship between shareholder value and corporate culture. According to these results, hypotheses 4 and 6 are verified. It turns out that there is a statistically significant (at the 10% confidence level) negative link between a power-oriented corporate culture and the shareholder value created over a given time period (H 1 ). Namely, if a bank was to increase the power-orientation of their corporate culture by 10% (e.g. by 20% to 30%), the ratio between EVA and invested capital would decline by 1.49% in the following year. We have found that the estimated regression coefficient for the human-oriented corporate culture is positive and statistically significant (at the 5% confidence level) showing that banks with a human-oriented capital have an advantage in creating EVA (H 6 ): namely, if a bank was to succeed in increasing the human-orientation of its corporate culture by 10% (e.g. by 10% to 20%), the ratio between EVA and invested capital would rise by 2.44%. As for hypothesis 5, the estimated regression coefficient for the result-oriented corporate culture is slightly negative and non-statistically significant (even at the 10% confidence level). This result lives up to our expectation that bank with a result-oriented culture have no advantage in creating shareholder value, as it shows that when a bank requests its workforce to attain considerable results in the short run, it is bound to assume higher risk and the overall result is a shareholder value destruction. In all models, the estimated regression coefficients for net income at time t-1 are found positive and statistically significant showing that the most profitable banks have an advantage in creating shareholder value in the following year (and that there would be a self-selection bias omitting to consider this variable in the analysis of the relationship between shareholder value and corporate culture). Nevertheless, the link between culture, profitability and value creation in the banking sector has been poorly investigated in previous studies. This paper represents an initial attempt to assess the impact of a few cultural dimensions on European banks and their performance, measured through both bank profitability and shareholder value. The three dimensions of corporate culture are operationalized through a text analysis model, which has been applied only few times in economic literature.
<<< INSERT TABLE 3 >>>

CO CLUSIO S
The contribution of this paper concerns three aspects: two relate to contents, with important implications for banking management, and one relates to method, fostering further research on the topic.
Firstly, the results show a link between culture and shareholder value, while cultural orientation does not influence, in the short run, the profitability of the panel banks. Corporate culture is therefore a value driver that banks have to control in order to achieve a strategic change. The link seems to be consistent also over short time periods, even if cultural changes could require several years to become effective.
Secondly, in the light of the achieved results, the "old" banking culture, driven by bureaucratic and mechanical organizational models, can represent a barrier to change that must be replaced by a culture that is both people-centered and cooperation-based. A result-oriented corporate culture has instead a negative effect on shareholder value, showing that considerable pressure on short-term performance may lead to higher risk, up to the shareholder value destruction.
Thirdly, from a methodological point of view, the study confirms the importance of text analysis as a technique to formalize a few aspects of culture in order to introduce that dimension in statistical models and assess its contribution to firm strategy and performance. Therefore, it is expedient to develop this line of study. This may be done by testing the former hypothesis on different cultural dimensions and applying the model in question to increasingly "internal" corpuses of texts and firm-specific documents, such as circular letters and internal service orders, organizational regulations and other material reflecting the day-to-day performance of corporate activities, with a view to drawing the survey method closer to the characteristics peculiar to ethnographical studies of culture. 
